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Figure 1: Wages in the U.S. by Percentiles (Index=l for 1973) 
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Source: CPS Merged Outgoing Rotation Groups data as reported in State of Working American 2011. 

During the past three decades, we have also seen a general downward trend in labor's share 
of income-interrupted only by the late '90s boom. The shift towards capital income has 
shrunk the size of the pie going to workers as a whole. Today, the share of income going to 
labor as opposed to capital stands at a post-war near-low. Meanwhile, corporate 
profitability has been growing at a steady clip and has been restored during the current 
recovery. These two factors-increased wage inequality and a fall in labor's share-have 
kept those at the bottom end of the labor market from sharing in our economic progress. 

Figure 2: U.S. Corporate Profits and Labor Share of Income 
Corporate Profits After Tax (CP] 

Business Sector: Labor Share (PRS8400617J) 
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As a way to see how the gap between a minimum wage worker and others in our economy 
has grown, in Figure 3, I plot how the minimum wage would have changed over the past 30 
years had it grown at the same rate as productivity. And how it would have evolved if it 
had kept pace with the income going to the top 1 percent of the income distribution. For 
comparison, I also show the actual inflation-adjusted minimum wage (using the CPI-W). 
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Figure 3: Real Minimum Wages Actual versus Counterfactual Using Productivity or Top 1 
Percent Income Growth 

1960 1970 1980 1990 2000 2010 
year 

H1stoncal Real Minimum Wage {2013$) Real Minimum Wage M Sarne Growth as Productlv!ty 

i Real Minimum Wage • Same Growth as Top 1 Percent Income 

It is quite remarkable that had the minimum wage kept up with overall productivity, it 
would have been $22 per hour in 2011. Had it kept up with the growth in income going to 
the top 1 percent, it would have been even higher, at $24 per hour; and the wage would 
have exceeded $33/hour at its peak in 2007. 

This evidence does not suggest that the minimum wage should be increased to $22 or $24 
per hour. Rather, the exercise demonstrates how different the growth rates have been for 
incomes going to those at the bottom of the labor market as compared to the economy as a 
whole, and to those at the top end of the distribution. Of course, there are many reasons 
behind this dramatic rise in inequality, including technological change, falling rates of 
unionization, de-industrialization, increased trade, deregulation and more. And we 
certainly cannot expect minimum wages alone to solve the challenge of growing inequality. 
However, there is also substantial evidence showing that a falling real minimum wage has 
contributed to this growth in inequality. 

Lee (1999) was one of the first papers to take a comprehensive look at the effect of minimum 
wages on wage inequality. He found a sizeable spillover effect-whereby the fall in the 
minimum lowered wages of those higher up in the ladder. He argued that nearly all of the 
growth in inequality in the bottom half of the wage distribution during the 1980s could be 
explained by the erosion of minimum wage through inflation. Considering the 50/10 gap
the ratio of the median wage to the wage at the 1Qth percentile- Lee found that 70% the 
increase for men, and between 70 and 100% of the increase for women, could be explained 
by the decline in the value of the minimum wage. 

A more recent paper by Autor Manning and Smith (2010) uses a more refined methodology, 
and finds somewhat smaller spillover effects. However, they too find that minimum wages 
played an important role in determining the 50/10 gap-which is a measure of wage 
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inequality in the bottom half of the distribution. Table 1 below reproduces their key 
findings, and shows that maintaining the minimum wage at the 1979 level in real terms 
would have staved off somewhere between half and three-quarters of the overall increase in 
the bottom-half wage inequality depending on the period in question. Moreover, the 
minimum wage has a larger effect on inequality for female workers, who tend to be lower 
paid. 

Table 1: Effect of the Minimum Wage on Wage Inequality: the 50/10 Wage Ratio 

A. 1979 -1991 

Female 22.40 

Male 11.20 

Pooled 7.10 

A. 1979 - 2009 

Female 25.20 

Male 5.30 

Pooled 11.40 

Counter/actual with 
1979 Minimum Wage 

9.65 

9.5 

1.65 

10.98 

5.43 

6.28 

Proportion due to 

12.75 56.9% 

1.70 15.2% 

5.45 76.8% 

14.23 56.4% 

-0.13 -2.4% 

5.13 45.0% 

Notes: Calculated using Autor Manning and Smith (2010) Table 5. The Counterfactuals with 1979 use an average of the two 
2SLS estimates reported by the authors. 

Both Lee and Autor et al. use state-level variation in minimum wages over time, and a 
modeled counterfactual wage distribution, to reach their conclusion. A different approach 
using decomposition methods such as Dinardo Fortin and Lemieux (1996) and 
Chernozhukov Fernandez-Val and Melly (2013) tend to find even larger impacts of 
minimum wage on inequality. The latter set of authors, using cutting edge distributional 
decompositions find that the minimum wage can explain nearly all of the increase in the 
pooled 50/10 ratio between 1979 and around 1/ 3 of the increased standard deviation in log 
wages (a measure of overall inequality). 

To sum up, while there is some scholarly disagreement about the exact magnitudes of the 
impact of minimum wages on inequality, we know that the decline in the real minimum has 
played an important role in increasing inequality in the bottom half of the wage 
distribution, especially for women. 

B. Minimum Wages Have Not Kept Up with Cost of Living 

Summary: Minimum wages have not kept pace with cost of living. 
• Adjusted for inflation, the real minimum wage has fallen from a high of $10.60 in 1968 to 

$7.25 in today's dollars. 
• Harkin-Miller would bring minimum wages up to $9.38 in today's dollars. 
• Indexation makes the adjustment process much more predictable. Even some economists 

who are skeptical about minimum wage policies support indexation. 
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Over the last three decades, the minimum wage has failed to keep up with cost of living. 
Figure 4 shows the value of the federal minimum wage in 2013 dollars spanning from 1960 
to 2016-with projected values using the Harkin-Miller proposal. These projections are 
based on a passage of the bill in 2014, with the full phase in by 2016. I am using the CPI-W 
to adjust for inflation, and also assuming a 2.5% annual inflation rate over the next 3 years 
(roughly the average over the past 3 years). While the details of the discussion that follows 
will differ from using a different CPI, or different timing of passage, or different inflation 
assumptions, the main message would not change substantially. 

Figure 4: Evolution of the Real Minimum Wage in the U.S. (2013 dollars) 
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The high water mark for the minimum wage was in 1968, when it reached $10.60/hour in 
2013 dollars. The next highest peak was in 1978, when the real minimum wage reached 
$9.37. During the 1980s the real minimum wage declined to below $7 /hour, and over the 
past 20 years, the minimum wage has largely treaded water, reaching a historical low of 
$6.06/hour in 2006 prior to the last increase, which brought it to $7.25/hour in today's 
dollars. 

Under Harkin-Miller, with the full adjustment by 2016, the minimum wage will likely reach 
$9.38/hour in today's dollars. This is a substantial increase, bringing it up to the level in 
1978. However, it will still be somewhat lower than the high water mark in 1968. 

The fall in the value of the minimum wage has not only increased relative deprivation 
(inequality), but also increased absolute deprivation. Today, a single parent with one child, 
working full time at the minimum wage, would earn $14,500 in pre-tax income-below the 
official poverty line in 2012 ($15,130). With Harkin-Miller phased in, in 2016 her earnings 
would rise to $18,760. At the 1968 level minimum wage, her pre-tax earnings would have 
been $21,200. (All these figures are in 2013 dollars.) 
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Figure 5: Pre-tax Income of Single Parent with One Child Under Alternative Minimum 
Wages 

$25,000 ....-------------------

Current Minimum Harkin Miller 
Wage ($7.25) ($9.38) 

$21,200 

1968 Minimum 
Wage ($10.60) 

Poverty 
Threshold 
$15,130 

Finally, the sharp swings in the real minimum wage shows some of the inefficiencies of 
current practices, where the nominal minimum wage stagnates for years, only to be 
followed by sharp increases. Regardless of what level we set the real minimum wage, 
pegging it to the cost of living makes it a much more rational and predictable process, which 
has value to both workers and employers. This is why even some economists who are 
skeptical about minimum wage policies nonetheless support indexation.1 

C. Minimum Wages Have fallen Behind Median Wages 

Summary: Minimum wages have also lost ground in comparison to median wages. 
• The minimum fell from a high of 55% of the median wage in 1968 to 37%. 
• Harkin-Miller would likely raise the minimum to 50 % of the median wage - close to the 

average for other OECD countries, and the U.S. historical norm during the 1960s and 
1970s. 

When analyzing the strength of minimum wage policies, economists typically use the ratio 
of the minimum to the median wage, also known as the Kaitz index. There are three reasons 
to pay attention to this measure. First, a comparison of the minimum wage to the median 
offers us a guide to how binding a particular minimum wage increase is likely to be, and 
what type of wage the labor market can bear. Second, a comparison also provides us with a 
natural benchmark for judging how high or low a minimum wage is across time periods or 
across countries that vary in terms of their labor markets and wage distributions. Third, the 
median wage also provides a natural reference group for judging how reasonable a 
minimum wage level is: most people would not think fairness concerns dictate that the 
minimum wage should be set equal to the median wage, but they may find it objectionable 
if it is much lower (say a fourth or a fifth as large). Green and Harrison (2010) argue that 
voter preferences over minimum wages are likely to track the median wage as an indicator 
of a reference market wage. 

1 Well-known labor economist Daniel Hammermesh, for example, has supported indexation even though he is critical 
of minimum wages. http://www.utexas.edu/know /2012/02/09 /daniel_hamermesh_minimum_ wage_election/ 
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A natural target is to set the minimum wage to half of the median wage. This target has 
important precedence historically here in the US. In the 1960s, this ratio was 51 %, reaching a 
high of 55% in 1968. Averaged over the 1960-1979 period, the ratio stood at 48%. 

Figure 6: Evolution of the Minimum-to-Median Wage Ratio in the U.S. 
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Around half the median wage is also the norm among all OECD countries with a statutory 
minimum. For this group of countries, on average, the minimum wage in 2011 (latest data 
available) was equal to 49% of the median wage, while averaged over the entire sample 
between 1960 and 1991, the minimum stood at 48% of the median (see Figure 7). It is 
important to note that many countries such as France and New Zealand today have 
minimum wages at or close to 60% of the median. 

In contrast, today the US the minimum wage docks at 37% of the median wage, and has the 
lowest minimum wage in relation to the median of all OECD countries save the Czech 
Republic (see Figure 8). 

Figure 7: Evolution of Minimum-to-Median Wage Ratio in OECD Countries (1960-2011) 
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Figure 8: Distribution of Minimum-to-Median Wage Ratio in OECD Countries (2011) 
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Source: OECD Statistics on Minimum and Median Wages 

What would be the impact of the proposed legislation on the minimum-to-median ratio? I 
estimate that under Harkin-Miller, after the 3 steps have been implemented by 2016, the 
minimum wage would stand at around 50% of the median wage, assuming nominal 
increases in the median wage at the same rate as the past 3 years. Such a change would 
bring the U.S. just above the OECD average and the historical norm prior the 1980. 

A comparison to the median wage also clarifies why something around $10/hour is 
reasonable while $20/hour is not. The median wage today is around $20/hour. There are 
no known cases where the minimum wage was set equal to the median in a capitalist 
economy. However, there are many cases, including here in the United States, where it was 
set at or slightly above half the median wage. 
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II. How are Increases in the Minimum Wage Absorbed? 

A. Employment Effects 

Summary: For the range of minimum wage increases we have seen in the U.S. over the past two 
decades, recent evidence based on credible methodologies do not find job losses of any sizable 
magnitude. 

• 

• 

• 

• 

The academic disagreements are over no job losses or small job losses for highly impacted 
groups. 
While some studies continue to find negative effects, these are often artifacts of regional 
trends and other factors unrelated to minimum wage increases. 
Studies comparing similar neighboring areas right across the border account for these 

problems and find no impact on jobs either for sectors like restaurant and retail or groups 
like teens. 
Employment effects do not seem to vary by the phase of the business cycle or whether the 
state indexes its minimum wage to inflation. 
Most surveys and meta-analyses have also concluded that employment effects are small. 
This is why more economists today support an increase than oppose it even though there 
is scholarly disagreement on the precise impact. 

When it comes to the literature on minimum wages' impact on jobs, it is useful to think of 
several distinct phases. Until the early 1990's, economists largely relied on time series 
evidence - correlating changes in the national level unemployment rate for teens to changes 
in the federal minimum wage. This older generation literature was shown to have 
numerous problems, and economists today largely discount these findings today because 
there are many factors affecting the national unemployment rates for teens that have 
nothing to do with minimum wages. 

Beginning in the early 1990's, a second generation of work (sometimes called the "new 
minimum wage" research) started exploiting the state-level variation in minimum wages 
that emerged in the 1980s and grew in the 1990s due to the stagnating federal minimum 
wage. The two leading approaches were the state panel approach pioneered by Neumark 
and Wascher (1992) and case study approach pioneered by Card and Krueger (1994). The 
state-panel approach used more data, but implicitly assumed "parallel trends" ... that the 
low-wage employment trajectories in high minimum wage states like Massachusetts and 
Oregon were the same as low minimum wage states like Texas and Georgia. As it turns out, 
this is not a good assumption. 

In contrast, the case study approach of Card and Krueger (1994, 2000), as well as Card 
(1992), focused on looking at individual cases with a focus on getting reliable control 
groups. In their highly celebrated work published in 1994, they found that an increase in the 
minimum wage in New Jersey did not reduce employment in fast food restaurants in that 
state as compared to a neighboring state, Pennsylvania. Although these results were 
questioned by Neumark and Wascher (2000)-who collected their own data- the core 
findings (lack of job loss) held up when Card and Krueger used official employment data 
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covering nearly the entire workforce using Unemployment Insurance rolls. However, the 
challenges with the case study approach are that: (1) it is difficult to draw firm inference 
from single cases, (2) they typically use only a short time horizon, and (3) results may be 
difficult to generalize. 

Over the past 5 years, we have made a lot of progress in synthesizing the results using these 
two approaches. The local case study approach has the virtue of using similar controls 
groups: adjacent control counties are much more alike in terms of observed characteristics 
than non-adjacent ones (Allegretto, Dube, Reich, Zipperer, forthcoming). This is of 
particular concern given how regionally clustered high minimum wage states have been 
over the past 20 years. 

In a series of papers with Michael Reich and T. William Lester, we combined the virtues of 
these two approaches by embedding the local comparisons within a long panels using 
detailed county level data. In a 2010 paper published in the Review of Economics and 
Statistics, Lester, Reich and I considered all adjacent counties straddling state borders for 
which data was available continuously for the full period between 1990 and 2006 - a total of 
504 counties. The following figure shows the border counties in the U.S. 

Figure 9: Map of Border Counties Used to Study Minimum Wage Policies 

- Border counties with MW Differential 
~ Borde< Countiee without MW Differential 

Of these, 337 counties in 288 pairs had some difference in minimum wags. Comparing 
across these neighboring counties, we showed that there was no evidence of job losses for 
high impact sectors such as restaurants and retail. This was true even considering four or 
more years after the minimum wage hike. In follow up work, we used the same cross
border methodology to study the effect on teens- a high impact demographic group (Dube 
Lester Reich 2012). Again, we found no discernible impact on employment. In yet another 
paper, we used a different dataset and less fine-grained regional controls and again 
replicated our findings that minimum wages did not reduce teen employment during the 
1990s and 2000s. (Allegretto Dube Reich 2011). 

Our studies also helped explain why researchers have sometimes found a negative effect on 
jobs from the policy. Over the past two decades, the variation in minimum wages has been 
highly regionally selective: the states that have seen greater increases in the minimum 
wage - typically in the northeast and the west- have tended to be those with lower 
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underlying growth in demand for low-wage workers. Failure to account for these factors 
will lead us to mistakenly attribute the low growth in employment to higher minimum 
wages, instead of the real cause ( deindustrialization, technological change, bad weather, 
etc.) For example, we showed that the apparent job losses in the state panel models tend to 
occur before the minimum wage increase occurs, a telltale sign of a spurious effect. 

In all, we have by now replicated these findings in 4 papers using 5 datasets and 6 different 
ways of accounting for comparability of areas. These are summarized in Table 2. For high 
impact groups such as restaurant workers and teens, we find that a 10% increase in 
minimum wage raises average wages or earnings by 1.5% to 2%. Employment changes are 
usually close to zero, never more negative than -0.5%, and sometimes positive in sign. In all 
cases, there is clear evidence that minimum wage increases raise total pay going to low
wage workers after factoring in both wage and employment changes.2 

Table 2: Response to a 10% Increase in the Minimum Wage 

Teens: 

Earnings 

Employment 

Turnover Rate 

Restaurant Workers: 

(1) 
1.5%* 

0.5% 

Earnings 

Employment 

Turnover Rate 

Data Sets: 

Paper: 

CPS 

Allegretto Dube 
Reich (2011) 

(2) 
1.5%* 

1.3% 

ACS/Census 

Allegretto Dube 
Reich (2009) 

(3) 

1.6%* 

-0.4% 

-1.9%* 

2.1%* 

-0.6% 

-2.6%* 
QWI 

Dube Lester 
Reich (2012) 

(4) 

2.0%* 

0.6% 

QCEW 

Dube Lester 
Reich (2010) 

Notes: Column (1) controls for spatial heterogeneity using census divison-specific time effects and state-linear trends; column 
(2) uses commuting-zone specific time effects; columns (3) and (4) both use county-pair specific time effects. CPS stands for 
Current Population Survey; ACS stands for American Community Survey; QWI stands for Quarterly Workforce Indicators; 
QCEW stands for Quarterly Census of Employment and Wages. 

Other researchers have also obtained similar results. In independently produced work, 
Addison Blackbum and Cotti (2009, 2012) found that once they accounted for trends in 

2 In a very recent paper, Neumark Salas and Wascher (2013), hereafter NSW, criticize our work and question the 
value of using local controls. By now there is a large body of research that shows why local controls and cross
border research design produce more reliable control groups-including many papers outside of the minimum 
wage literature. NSW seems to ignore this literature, and instead claim that an alternative technique called 
"synthetic control" picks controls that are not always nearby. However, as we show in a forthcoming paper, they 
misinterpret their own findings: control states that are within the same census division receive 4 times as large 
weights than states outside, confirming that nearby areas are indeed more similar (Allegretto Dube Reich and 
Zipperer, forthcoming). Moreover, using the synthetic control method, we show that a control state that is 100 
miles away on average gets a weight that is 7 times as large as a state that is 2000 miles away - again validating 
our strategies. Finally, we show that when we use the synthetic control method to estimate the effect of 
minimum wages on teens using all usable state-level minimum wage changes between 1997 and 2007, we do not 
detect any evidence of job losses for teens, with an average employment elasticity close to zero. These findings 
show that NSW's claims are not borne out in the data, including when we apply their own preferred technique. 
We also show that the results from one synthetic control case study that found negative employment effect 
Burkhauser Sabia Hansen 2012, which studies the impact of New York's minimum wage) was an outlier. 

13 

@ 



sectoral employment, there is no evidence of job loss in the retail or restaurant sectors. And 
that failure to account for such trends generates misleading estimates suggesting job losses. 
Neither our work (Allegretto Dube Reich 2011), nor others (Addison Blackburn Cotti 2011) 
found evidence that minimum wages cause more job losses during economic downturns or 
periods of higher overall unemployment. This is relevant for the current discussion of 
raising the minimum wage during a time with an elevated unemployment rate. 

Since there are 10 states that index their minimum wage to the CPI we can also test whether 
the employment effects are different in these states. In Allegretto Dube and Reich (2011) we 
did not find systematic differences in employment response by the states' indexation status. 

Leaving the most recent evidence aside, a broader look at the literature also tends to go 
against the view of large job losses. A review by Charles Brown in 1999 for the Handbook of 
Labor Economics had concluded based on the first round of "New Minimum Wage Research" 
that employment effects of minimum wages were likely to be small, though the results 
varied depending on the methods. Similarly, a meta analysis by Doucouliagos and Stanley 
(2009) concluded that the even prior to the most recent work, the literature as a whole 
(between 1972 and 2007) did not show evidence of job loss. An up-to-date survey of the 
more recent evidence by Wolfson and Belman (forthcoming) corroborate this finding, and 
conclude that it was unlikely that the minimum wage increases under study led to 
statistically or economically meaningful job losses. And when we take into account the 
demonstrated failings of papers using the state-level approach, this conclusion is 
strengthened. 3 

While 20 or 30 years ago most economists believed that minimum wage increases invariably 
cause some job loss, as the data has come in, the profession has updated its beliefs. Recently, 
the IGM Forum panel of 41 leading economists organized by the Booth School of Business at 
the University of Chicago was asked their opinion about the desirability of raising the 
minimum wage to $9/hour as proposed by the President, and indexing it to inflation.4 The 
IGM Forum panel is widely seen as representing the pulse of the profession. 

Only 34 % of the economists on the panel agreed with that proposition that the minimum 
wage hike "would make it noticeably harder for low-skilled workers to find employment." 
The rest disagreed or where uncertain. It is instructive to compare this with older evidence. 
Surveys of AEA members in 2000 found 46 % agreeing with a similar proposition, while 
surveys concluded in 1992 and 1978 revealed 79% and 90% of economists agreeing with 
similar statements (Klein and Dompe 2007). While we should be cautious when comparing 
across different surveys, the belief that minimum wages necessarily cause job loss no longer 
appears to be a majority position within the profession. 

Even more importantly, overall support for raising the wage and indexing it was strong 
among the panelists. 47% supported the policy, while only 14% opposed it, while the rest 
were uncertain. The IGM panel also reports the responses weighted by the confidence the 

3 One review to conclude there is evidence of job loss is Neumark and Wascher (2008). However, as I discuss in 
Dube (2010), this is a subjective reading of the evidence based on a selective set of papers, and excludes the 
evidence from the past 5 years. John Schmitt (2013) also provides a useful summary of the key articles, surveys 
and meta analyses, including many of the ones discussed here. 
4 http://www.igmchicago.org/ igm-economic-experts-panelj poll-results?Survey ID=SV _brOIEq5a9E77NN1V 

14 

www.igmchicago.orgjigm-economic-experts-panelj


panelists reported in their answers. Weighted by confidence, the proportion expressing 
support and opposition were 62% and 16%, respectively. The third of the panel that 
expected job losses were split on their support for the policy, while the third that were sure 
that there would not be job losses were unanimous in their support. (Those who were 
uncertain broke in favor of an increase.) Today, more economists appear to support a 
moderate increase in the minimum wage and indexation to cost of living than oppose it. 

B. Turnover and job flows 

Summary: "While employment may not fall from moderate increases in minimum wages, both 
separation and hires fall, lowering the turnover rate. 

• In the increasingly popular economic models with search frictions, lower quits and layoffs, 
along with increased search activity by the unemployed, can explain why employment 
response is small. 

• Lower turnover can also increase productivity. 
• Outside of the simple Econ 101 type environment, increasing workers' pay can improve 

the functioning of the low wage labor market. 

In contrast to employment levels, there is growing evidence that increased minimum wages 
reduce employment flows-i.e, turnover. In Dube Lester Reich (2012), we used the same 
border county methodology to estimate the impact on separations, hires, and turnover rate 
(turnover rate is the average of the separation and hires rates). We found that for the low
wage groups we considered (teens, restaurant workers), there was a sharp reduction in both 
separations and hires, even though the number of jobs remained stable. As a result, the 
turnover rate fell substantially. As Table 2 reports, for a 10% increase in the minimum 
wage, the turnover rate falls by 1.9% for teens, and 2.1 % for restaurant employees, which are 
substantial magnitudes. In an independent study using Canadian data, Brochu and Green 
(2012) also find substantial reductions in turnover following a minimum wage increase. 

The reduction in separations and hires, concurrent with a steady employment level, offers 
some clues as to how minimum wages may be absorbed in the low-wage labor market. One 
explanation is that by reducing frictional wage inequality, an increased minimum wage 
reduces job-to-job transitions. Put simply, if McDonald's pays a better wage, fewer of its 
workers will leave to take better paying jobs say at the higher wage chain In-and-Out 
Burgers. A higher statutory minimum reduces vacancies at McDonald's, and makes it more 
likely that the vacancy at the In-and-Out Burgers is filled from the ranks of the unemployed. 
These two factors tend to help with maintaining the employment level. Second, as Brochu 
and Green show, a higher minimum wage may also reduce employers' desire to lay off 
workers in some situations, pushing less people into unemployment. 

Overall, even if a minimum wage increase somewhat reduces the number of desired jobs 
from the employer's perspective, reduced quits and layoffs can compensate and help keep 
the overall employment relatively stable. Models with search frictions in the labor market
which have become increasingly popular-can help explain this pattern of small effect on 
employment coupled with larger effect on turnover. Of course this cannot be true at all 
levels of the minimum wage-with a sufficiently large increase, employment levels will 
most likely fall as well. 

Finally, there are other channels through which minimum wages may positively impact 
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employment. A higher minimum wage can spur those who are unemployed to search more 
intensely for jobs, as the value of a job rises. It can also bring in workers who previously 
were not searching because the wage was too low. In models with search friction, job 
creation is not simply determined by how many vacancies are posted; rather it is a function 
of both the number of vacancies as well as how many workers are searching for jobs, and 
how hard they are searching. Generally speaking, workers' bargaining power may be 
insufficiently low for the purposes of efficiency. By increasing workers' pay, a minimum 
wage policy can improve the functioning of the low wage labor market. 

There are other implications from reduced turnover as well. Dube, Freeman and Reich 
(2010) finds that replacement costs are around 8% of annual salaries, and are sizable even 
for blue collar and service workers. Reduced turnover can, therefore, increase productivity 
through reducing recruitment and training expenses. 

These additional channels of adjustment can help explain why moderate increases in 
minimum wage seem to have small employment effects. 

C. Prices, Inflation and Indexation 

Summary. Based on existing evidence, we can expect some increases in restaurant prices from a 
minimum wage increase. However, the overall price level is unlikely to change noticeably, and 
there is little risk of wage price spirals from indexation. 

An additional channel for absorbing a minimum wage adjustment is through increases in 
the price of the product. The extent to which this occurs depends on how sensitive the 
demand for the product is to price. Lemos (2008) reviews this evidence, and argues that 
there is evidence of moderate increase in prices of high impact sectors like restaurants 
following a minimum wage increase. To date, the clearest evidence on price increase in the 
U.S. case comes from Aaronson French MacDonald (2008), who find that a 10% increase in 
minimum wage would raise restaurant prices by around 0.7%. These estimates would 
suggest that the proposed Harkin-Miller adjustment would increase restaurant prices by 
around 2.7%. (This is likely an over-estimate because the real minimum wage increase in 
Harkin-Miller is less than the nominal increase of 39% over 2 years.) 

While restaurant prices will see likely some increases, the overall price level (e.g., the 
Consumer Price Index) is unlikely to be noticeably affected by minimum wage hikes. For 
example, Neumark and Wascher (2008, p. 248) points out: "Both because of the relatively 
small share of production costs accounted for by minimum wage labor and because of the 
limited spillovers from a minimum wage increase to wages of other workers, the effect of a 
minimum wage increase on the overall price level is likely to be small." (Neumark and 
Wascher 2008, p. 248.) 

In a recent op-ed, Aaronson and French (2013) suggest that the overall price level increase 
from the President's proposal would be around 0.3%; analogous calculations would suggest 
that the Harkin-Miller proposal would increase the overall price by less than 0.5%. 

The small impact on the overall price level has relevance for indexation. One concern 
sometimes raised by indexation is that it feeds a wage-price spiral. These concerns stem 
from the experience in the 1970s, when there was widespread use of escalator clauses in 
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union contracts. However, in the case of minimum wages, the relatively small number of 
affected workers and the small share of production costs from minimum wage workers 
limits the scope for feedback into prices. Therefore, worries about "wage price spirals" from 
an increased minimum wage are misplaced and not typically shared by researchers on the 
topic, regardless of their opinion about the desirability of the minimum wage. 

III. The Minimum Wage, Poverty, and the EITC 

Summary: The best evidence suggests that minimum wage increases lead to moderate reductions 
in the poverty rate, especially together with the Earned Income Tax Credit 

• There are strong theoretical rationales and empirical confirmation - that minimum 
wages and EITC are complementary policies when it comes to helping low-income 
families. 

• A high minimum wage prevents wage reductions that can result from an EITC. 
• Since the EITC is indexed to the CPI, minimum wage indexation will prevent erosion of 

EITC benefits for minimum wage workers. 

Minimum wages tend to increase income going to working class and poor families. 
However, the anti-poverty aspect of minimum wage is limited by the fact that many 
families under the poverty line do not have substantial attachment to the labor force. 

To date, there have been a handful of comprehensive studies of minimum wage on family 
income, and the evidence is mixed on the strength of the anti-poverty impact. There are 
some studies that find clear anti-poverty effects (Addison and Blackbum 1999) while others 
find more small and/ or imprecise estimates (Burkhauser and Sabia 2007, Sabia and 
Burkhauser 2010). However, all of these studies are plagued by numerous methodological 
problems such as use of aggregate data, lack of sufficient controls, and short time horizons. 
Many of the estimates are imprecise. 

The study with fewest problems is probably Neumark and Wascher (2011), who look 
specifically at the interaction of minimum wage and EITC on family incomes. Although 
they do not report an overall estimate for the impact of minimum wages on poverty, their 
findings show that a 10% increase in minimum wages would reduce poverty by around 3% 
for the widest group they studied (18-44 year old adults and family heads). They find even 
stronger reductions in the proportion of families with income less than half the poverty 
threshold.s While the impact may differ by particular subgroups, the indication is that 
minimum wages tends to decrease poverty moderately. 

In new work, I find very similar results using a 22 year period and all individuals under 65 
years of age. I, too, find that a 10% increase in minimum wages would reduce poverty by 
around 3% (Dube, forthcoming). To put this in perspective, this suggests that the Harkin
Miller bill would reduce the official poverty rate from by around 1.8 percentage points, from 
15.1 percent to 13.3 percent--a moderate-sized reduction that would mostly reverse the 
increases in poverty we have seen since the onset of the 2007 recession. 

5 There is only one study that I am aware of that finds a poverty-increasing role of the minimum wage 
(Neumark Schweitzer and Wascher 2005). They use an unconventional methodology that has not been used 
before or since this paper, including by the authors. In contrast, Neumark and Wascher 2011 uses standard 
methodology to estimate impact on family incomes, and tends to find more beneficial results. 
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Critics of minimum wages often point to the Earned Income Tax Credit (EITC) as an 
alternative policy that is better able to aid the poor. However, this is a false dichotomy. The 
EITC is an important program that likely held the poverty rate down by as much as 1.6 
percentage points in 2010.6 However, a problem with the EITC is that while it encourages 
work (a good thing), tends to push down wages by increasing supply, passing on some of 
the taxpayer-funded benefits to employers. EITC tends to lower wages by pushing out labor 
supply, lowering wages. 

Rothstein (2010) shows that after accounting for this leakage, beneficiaries get about 73 cents 
on the dollar. When we factor in the impact on non-beneficiaries, it suggests that the 
majority of the EITC expenditures are captured by employers. A minimum wage mitigates 
this leakage by limiting the wage reductions from an increase in labor supply. Lee and Saez 
(2012) show how in a wide range of situations, the optimal policy package includes a form 
of minimum wage and something like EITC. They conclude in that "our results imply that 
the minimum wage and subsidies for low-skilled workers are complementary policies." 

Results from Neumark and Wascher (2011) also indicate that for families with kids (i.e., the 
primary beneficiaries of EITC) - minimum wage and EITC complement each other in 
reducing poverty. 

Finally, an erosion of the real value of minimum wages reduces EITC benefits for minimum 
wage workers, since the EITC (unlike the minimum wage) is tied to inflation. The 
indexation of minimum wages will tend to better harmonize these complementary 
programs.7 

6 http:/ /www.census.gov/prod/2007pubs/p60-232.pdf 
7 http://www. taxpolicycenter .org/ UploadedPDF / 31140l_Minirnurn_ Wage.pd£ 
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AMENDMENT 

To Bill 27-13, Human Rights and Civil Liberties - County Minimum Wage - Dollar Amount 

BY COUNCILMEMBER ELRICH 

Amend lines 99-101 as follows: 

ill the County==~ wage of [[$12]] ~====per as adjusted under 

Subsection ill,. less any health insurance under Subsection fil 

Amend lines 133-135 as follows: 

(c) effective July I, 2016, $9.75 per hour for an employee during the employee's first 

90 days of employment and [[$12.00]] per hour beginning on the 

employee's 91 st day of employment. 

F:\LA W\BILLS\1327 Human Rights-Minimum Wage - Dollar Amount\Elrich Amendment I .Doc 



AMENDMENT 

To Bill 27-13, Human Rights and Civil Liberties -County Minimum Wage Dollar Amount 

BY COUNCILMEMBER RIEMER 

On ©4-8, amend lines 67-137 to read: 

1 ili} Definitions. As used in this Article: 

2 [[Consumer Price Index means. the Consumer .Price Index for All 

3 UrbanConsumers: AH items in Washingfon-13altimore, DC-MD-VA-

4 WV (CMSA), as published Qy: the United States Department of Labor, 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Bureau of Labor Statistics, or~ successor index.]] 

Director means the Executive Director of the Office of Human Rights 

and includes the Executive Director's designee. 

Employ means to engage ~person to work for compensation. 

Employee means any person permitted or instructed to work or be 

present Qy: an employer in the County and who is an employee subject 

to the minimum wage requirements of the Federal Act or the State 

Act. 

Employer means any person, individual, proprietorship, partnership, 

joint venture, corporation, limited liability company, trust, association, 

or other entity that employs ~ or more persons in the County. 

Employer includes the County government· but does not include the 

United States, any State, or any other local government. 

Federal Act means the federal Fair Labor Standards Act of 1938, as 

amended. 

[[Health insurance means msurance coverage that is part of an 
. ... . 

employer benefit package that m for medicalexpenses incurred Qy: 



1 

2 

3 

4 

5 

an employee .and an employee's family either .!2y reimbursing. the 

employee or Qi'. paying the care provider directlf]] 

State Act means the Maryland Wage and Hour Law, as amended. 

Wage means all compensation that is due to an employee for 

employment. 

6 27-68. Minimum Wage Required. 

7 ~ County minimum wage. Except as provided in [[Subsection @l] 

8 

9 

10 

11 

12 

13 

14 

15 

16 

Subsections (b). (c). and (d), an employer must ~ wages to each 

employee working in the County at least the greater of: 

ill the minimum wage required for that employee under the 

Federal Act211lus an ad.clitional$1 perhortr; or 

ill the minimum wage required for that employee under the State 

ActttPlus an additional. $1 ·per horiq or 

ill the County minimum wage of .$[[12]] 10;75 per hour, 

adjusted under Subsection (hl[[.1 less any health insurance credit 

under Subsection(£}]}!. 

17 (hl [[Annual adjustment. The Chief Administrative Officer must adjust 

18 

19 

20 

21 

22 

23 

24 

25 

26 

the minimum wage rate required under Subsection {a)(3), effective 

July .L. 2017, and July 1 of each subsequent year, Qi'. the annual 

average increase, if any, inthe Consumer Price Index for the previous 

calendar year. The Chief Administrative Officer mM§! calculate the 

adjustment to the nearest,multiple of ~ucents, ruid must publish the 

amount of this adjustment not later than March 1 o:f' each year.]j 

Tipped employees. An employee who is a tipped employe~ underth~ 

Siat~Act must be paid· the minimum wage as computed· under the 

State Act, plus an additional $1 per hour. 



1 .(£} [[Health insurance credit. An employer who provides health 

2 

3 

4 

5 

6 

7 

8 

insurance to any employee who works in the County may reduce the 

County minimum wage payable under paragraph (a)(3) to any 

employee who is eligible to receivehealthinsurance ••hY· all m:: part of 

the per-employee hourly cost the employef'sshate of the premium 

for that insurance.]] Opportunity wage. An employee who is subiect 

to an 0112ortunity wage under the State or Federal Act must be paid 

the 0112ortunity wage plus an additional $1 per hour. 

9 @ Exclusions. The County minimum wage does not apply to an 

10 employee who[[~ 

11 

12 

13 

14 

15 

16 27-69. 

ffi]] is exempt from the minimum wage requirements of the State or 

Federal Act[[;. 

ill is £tipped employeeunderthe State Act; or 

ill is subject to an opportunity wage under the State or Federal 

Act]].:. 

Enforcement. 

17 A covered employee who was paid £ wage rate less than the County 

18 minimum wage in violation of this Article may file £ complaint with the Director 

19 under Section 27-7. The County Executive may enter into an agreement with the 

20 State to enforce this Article. 

21 Sec. 2. Transition. 

22 (g) Notwithstanding Section 27-68[[(a)(3)]J, as added in Section 1, the 

23 County minimum wage for ·eligible. employees· other than· tipped 

24 employees and employees subject to an 0112ortunity wage must be: 

25 [(a)Jill effective July 1, 2014, [[$7.25 per hour for an employee 

26 during the employee's first 90 days of employment and $8.25 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

per hour beginning on the employee's 91st day of employment]] 

the greater of: 

(A) the minimum wage required for. that employ~e under the 

Federal Act. plus an additional 30 cents per hour; 

(B) the p1inim1lm wage required for thafemp1oyee under the 

State Act, plus an additional· 3 0 centsper hour; or 

(C) $7.25 per hour for an employee during the employee's 

first 90 . days of emgloyment · 3.Ql $8.40 p~r hour 

beginmng On the employee's 91 st day of employment: 

[(b)lal effective July I, 2015, ([$8.25per116µrfor an employee 

during the employee's fir.st 90 days of employment and $9.75 

per hour beginning on the employee's 91st day of employment]} 

the greater of: 

(A) the minimum wage required forthat employee underthe 

Federal Act. plus an additional 60 cents per hour; 

(B) the minimum wage required. for that employee under the 

State Act. plus an additional 60 cents per hour: or 

CC) $8.40 per hour for an employee during the employee's 

first 90 days of employment and $9.55 per hour 

beginning on the employee's 91st day of employment; 

[(c)]QJ effective July 1, 2016, (($9.75 per hour foran employee 

during the employee'sfirst 90 days ofemployment and $12.00 

perhour beginning on the employee's 91 st day of employmentJ1 

the greater of: 

CA) the minimum wage required for that employee under th~ 

Federal Act. plus anadditional $1 per hour; 



1 

2 

3 

4 

(B) the minimum wage reguired for that employee under tht;r 

State Act.plus an additional $1 per hour; or 

(C). $9;55per.hour for an employee during the employee's 

fir~i 90 days of enitUoyment and $10.75 per hour 

5 beginningon the employee's 91st day of employment. 

6 (b) Notwithstanding Section 27-68. as added in Section 1. the CountY 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

minimum wage for tipped employees and empfoyees subject to an 

opportunity wage must be: 

(1) · effective July 1. 2014. the greater of: 

(A) · the minimum wage required for that employee under the 
Federal Act. plus an additional 30 cents per hour; or 

(B) · the minimum.wage required for that employee.under the 

State Act plus an additional 30 cents pet' hour; 

(2) effective July 1. 2015. the greater of: 

(A) the.·rninimum wage required for that employee.under the 

Federal Act. plus an additional 60 cents per hour: or 

(B) theminirnl!m wage requiredfor that employee under the 

State Act, plus an additional 60 cents per hour: and 

(3) effective July 1. 2016. the greater of: 

Sec. 3. 

(A) the minimum wage required for that employee under the 

Federal Act. plus an additional $1 per hour: or 

(B) ·the minimum wage required for that employee under the 

State Act. plus an additional $1 per hour: 

Effective Date. 

25 This Act takes effect on July 1, 2014. 



To: Councilmembers 
From: Councilmember Hans Riemer 
Date: November 19, 2013 

Memorandum 

Re: County Bill 27-13, Minimum Wage Level 

As I have stated previously, I favor increasing the minimum wage and have advanced several 
amendments to Bill 27-13 that would accomplish that goal and improve the bill. I am writing to ask for 
your consideration of the following ideas on what the county's minimum wage should be and how we 
should get there. 

As currently drafted, would create a county minimum wage that would be $8.25 for most 
employees in FY14, $9.75 in FY15 and $12.00 in FY16. Thereafter, the minimum wage would rise at the 
same rate as inflation, rounded to the nearest nickel. The bill's lead sponsor has indicated his intent to 
amend the bill to provide for a level of $11.50 in FY16 with inflation adjustments thereafter. 

Of the 45 states that have minimum wage laws, eleven {Arizona, Colorado, Florida, Missouri, Montana, 
Nevada, New Jersey, Ohio, Oregon, Vermont and Washington) have inflation escalators. No state or 
locality in the Washington D.C. area currently has one. As of this moment, there is no assurance that the 
State of Maryland will adopt one. 

lf the County Council passes Bill 27-13 and the state takes no action to increase its minimum wage, here 
is how the county's minimum wage will compare to the state if inflation averages 3% over the next ten 
years. 

FY State Minimum Countl'. Minimum (27-13} Differential 
13 7.25 7.25 
14 7.25 8.25 14% 
15 7.25 9.75 34% 
16 7.25 11.50 59% 
17 7.25 11.85 63% 
18 7.25 12.20 68% 
19 7.25 12.55 73% 
20 7.25 12.90 78% 
21 7.25 13.30 83% 
22 7.25 13.70 89% 

If the above scenario occurs, the county minimum will be nearly double the state minimum by FY22. 



Suppose the state increases its minimum wage to $9.00 over three years but does not index to inflation. 

Here is what will happen if inflation averages 3%. 

FY State Minimum County Minimum (27-13} Differential 
13 7.25 7.25 
14 7.80 8.25 6% 
15 8.40 9.75 16% 
16 9.00 11.50 28% 
17 9.00 11.85 32% 
18 9.00 12.20 36% 
19 9.00 12.55 39% 
20 9.00 12.90 43% 
21 9.00 13.30 48% 
22 9.00 13.70 52% 

Under this scenario, the county's minimum wage would be 52% higher than the state minimum in ten 
years and that gap would continue to rise indefinitely. 

The above math is crystal clear. If the county adopts an inflation escalator and the state does not, the 
gap between our wage level and our neighbors and the rest of the state will grow too large over time. 
And the potential problem is worse given the fact that council staff attorney Bob Drummer has found 
that the county minimum wage may not be able to cover our municipalities. The above disparities could 
conceivably apply between unincorporated North Bethesda and incorporated Rockville, or between 
unincorporated Germantown and incorporated Gaithersburg. Employers right across the street from 
each other could be required to pay vastly different minimum wages. It is hard to know exactly what 
the consequences of that would be for our business environment but they would not be good. 

I propose a better way to balance our objectives of providing an adequate minimum wage, maintaining 
our business climate and not handicapping certain areas of our county versus others. 

The county minimum wage should be $1.00 above the state minimum to reflect our higher cost of living. 
At the same time, it should be high enough to provide a significant boost to the incomes of workers who 
need a pay raise the most, even if the state does not act. That is the premise of Bill 27-13. 

Accordingly, I propose a hybrid approach that would adopt a three-year phase-in to $10.75 or a $1.00 
margin above the state minimum, whichever is higher. 

In practical terms, the hybrid schedule would apply as follows. 

FY14: $8.40 or 30 cents higher than the state minimum, whichever is higher 
FY15: $9.55 or 60 cents higher than the state minimum, whichever is higher 
FY16: $10.75 or $1.00 higher than the state minimum, whichever is higher 

At $10.75, Montgomery County would have a higher minimum wage than any state in the U.S. Its 
minimum wage would be similar to or higher than the highest-paying local jurisdictions in the nation, 
including San Francisco (currently $10.55), Santa Fe ($10.51), San Jose ($10.00) and Albuquerque 
($8.50). 



At the same time, if the state adopts an inflation escalator, the county's $1.00 margin requirement 
would ensure that we would always be higher because of our cost of living. 

I believe this is the best way for us to take action now without knowing what the state will do, but at the 
same time mitigate against the risks that we incur by not knowing what the state is going to do, nor 
what the municipalities in our county will do. 

Please consider adopting this proposal. 



From: Jim Sweet [mailto:jsweet@smokeyglenfarm.com] 
Sent: Tuesday, November 19, 2013 1:00 PM 
Subject: Smokey Glen Farm - Minimum Wage Legislation 

Dear Council Member 

· First, I would like to offer my apologies for not giving testimony or voicing my thoughts earlier 
on the Montgomery County Minimum Wage legislation currently being debated by the Montgomery 
County Council. In all candor, it did not occur to me that the issue would garner the support that it 
has. 

If this legislation passes as proposed, it will be absolutely devastating to my family's business. 
It will change everything to the core and place our 60 year old family business at risk. 

If you are not familiar with Smokey Glen Farm, we are a special events facility located on 
Riffle Ford Road in Oarnestown I Gaithersburg specializing in larger scale casual events - primarily 
corporate and group picnics. 

Last I checked, we are the largest single-unit youth employer in the County employing (part
time & seasonal) 102 14-17 year olds (all local high school students) and 88 18+ year olds (almost all 
local college students). This has been our tradition since we began in 1953. These young people 
ARE the heart and soul of our operation and our primary workforce. They are NOT tipped employees 
as we do not require or request gratuities from our clients. On average, we pay our young staff very 
well. Most stay with us through college and graduate school. In most cases, they work their way 
through college by means of their summer job at Smokey Glen Farm. Some even continue to work 
part-time for several years in to their first full-time career jobs. It is a truly wonderful first job. We have 
a long tradition of providing well-paying, fulfilling first jobs in a safe, high energy, and "high 
expectations" environment for thousands of young people over these last 60 years. 

We continue to stay in touch with many hundreds of alumni staff from all different generations. 
It is quite common for us to hear from them what a wonderful, impactful and often personally 
transforming first work experience they had at Smokey Glen Farm. The important life lessons and 
benefits that are most often cited include leadersl1ip skills, a rock-solid work ethic, social skills at all 
levels, problem solving, time management skills ... the list goes on and on. We had over 700 alumni 
staff members and family members attend our soth Anniversary Celebration in 2003 and over 400 
attended our 60th Anniversary Celebration just a few weeks ago. We have quite a few 2nd generation 
staff members and even a few 3rd generation staff members currently on our payroll. · 

In general, our entry level 14-16 year olds are making just a little bit more than the current 
federal minimum wage. Once they have a season or two of experience under their belt, their 
opportunities for more hours, more responsibilities and more pay increase significantly. By the time 
they are 20 or 21, their average wages begin to reflect and sometimes exceed the minimum wage 
that is proposed in this legislation. 
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Bottom line ... We will have to increase our pricing by 5% to 8% just to break even against this 
new minimum wage if it is passed as it is currently proposed. We are not the only facility of our kind in 
the Washington Metropolitan Area. We regularly compete with venues in Northern Virginia, 
Washington DC and Prince Georges County. Less than 1/2 of our clients are based here in 
Montgomery County. Clearly, we cannot be competitive if our base pricing is 5% to 8% higher than 
our regional competitors because of this legislation. 

We are just now beginning to climb out 'from under the "great recession". For the first time in 
our 60 year history, we have lost money for more than one season. In fact, we have lost money for 
the last 5 years. For 2013, we are close to breaking even - might eek out a tiny profit - finally! (And 
now this?) 

Our broader opposition to and concerns with the legislation ... 

- Jobs that pay minimum wage or anywhere close to minimum wage are entry level jobs - entry level. 
These jobs are not intended to support families. 

- In all of the background research that was cited in support of this legislation, I don't see any current 
or non-current statistics or even estimates as to the number of workers in Montgomery County (or 
regionally) making at or close to minimum wage who are supporting a family or a child. I'm not saying 
that they don't exist, because they certainly do. I would contend that they are few and far between as 
a percentage of our workforce. Are those statistics available? 

- All of the research cited in the studies that support this legislation were completed prior to 2009 
(even though some were published in 2009). In other words, all of the research and statistics are pre
recession. It's a very different world now. Without a doubt, the statistics contained in these studies 
and the conclusions the authors draw would look quite different in today's post-recession economy. 

- There are many who contend that Montgomery County is not business friendly - whether it is 
maintaining and growing an existing business, relocating an existing business (small or large) or 
opening a new business. The very fact that this legislation is being debated in the County Council and 
supported by the County Executive adds substantive legitimacy to that argument. There has been a 
great deal of push lately to attract young singles, couples and families to Montgomery County. These 
young adults are instinctively entrepreneurial to a much greater degree than any past generation. 
This legislation will be one more reason not to locate in Montgomery County. 

- A substantial wage increase on entry level positions will push §!.!1 hourly wages higher across the 
board. 

- This legislation as it is being proposed will undoubtedly kill any chances for local youth to find a job. 
It will have devastating consequences for Smokey Glen Farm and all other Montgomery County 
businesses who hire young people in entry level positions - lifeguards, summer camp counselors, 
childcare, tutoring, restaurants and foodservice, lawn care & landscaping, retail -the list goes on and 
on. Judging by the extraordinary turnouts that we have had for our initial Spring job application and 
interview days over the past 5-6 years, it's already tough for young people to find part-time and 
seasonal jobs. 
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- This is a regional, not just a local economy. Unless ALL of the regions adopt similar measures, 
many Montgomery County businesses will be adversely affected and placed at a significant 
competitive disadvantage. 

With all of that said, I respectfully ask that you oppose the Minimum Wage Legislation now 
being debated. 

If you support this Minimum Wage legislation, I respectfully ask that the legislation be 
amended to exclude part-time employees under the age of 21. 

Jim Sweet 
President 

Thank you for your consideration. 

Respectfully submitted, 

Smokey Glen Farm 
Barbequers, Inc. 
16407 Riffleford Road 
Gaithersburg, MD 20878 

Phone(301)948~518 
Fax (301) 948-3188 

E-Mail - jsweet@smokeyglenfarm.com 
Website - www.smokeyglenfarm.com 
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Professor .Judith K. Hellerstein 

Judith K. Hellerstein, Professor, received her PhD from Harvard University in 1994 and joined the 
Maryl and faculty in 1996. She is al so a faculty associate of the Maryland Population Research Center 
and a research associate of the National Bureau of Economic Research. The focus of much of her 
research is labor market outcomes across gender, race, and ethnicity. Publications include: "Do Labor 
Markets Have an [mportant Spatial Dimension?" Journal r?f Urban Economics (forthcoming); 
"Business Cycles and Divorce: Evidence from Vlicrodata", Economics Letters. 2013; "Neighbors and 
Co-Workers: The Importance of Residential Labor Market Networks!'Journal oflahor Economics. 
2011; ''Dads and Daughters: The Changing Impact of Fathers on Women's Occupational Choices," 
.Journal of Human Resources. 2011; Workplace Segregation in the United States: Race, Ethnicity, 
and Skill" Review <?/Economics and Statistics, 2008; "Spatial Mismatch or Racial Mismatch?" 
Journal <~f Urhan Economics, 2008. 

Areas of lntcr·est: 
labor market outcomes across race, gender, and ethnicity 

Professor Harry J. Holzer 

Harry Holzer joined the Georgetown Public Policy Institute as Professor of Public Policy in the Fall 
of 2000. He served as Associate Dean from 2004 through 2006 and was Acting Dean in the Fall of 
2006. He is also currently an Institute Fellow at the American Institutes for Research, a Senior 
Affiliate at the Urban Institute, a Senior Afliliate of the National Poverty Center at the University of 
Michigan, a National Fellow of the Program on Inequality and Social Policy at Harvard University, a 
Nonresident Senior Fellow at the Brookings Institution, and a Research Affiliate of the Institute for 
Research on Poverty at the University of Wisconsin at Madison. He has also been a faculty director 
of the Georgetown Center on Poverty, Inequality and Public Policy. He received his BA (1978) and 
Ph.D. (1983) from Harvard University. 

Prior to coming to Georgetown, Professor Holzer served as Chief Economist for the U.S. Department 
of Labor and professor of economics at Michigan State University. He has also been a Visiting 
Scholar at the Russell Sage Foundation in 1995, and a Faculty Research Fellow of the National 
Bureau of Economic Research. 

Over most of his career, Professor Holzer's research has focused primarily on the low-wage labor 
market, and particularly the problems of minority workers in urban areas. In recent years he has 
worked on the quality of jobs as well as workers in the labor market, and how job quality affects the 
employment prospects of the disadvantaged as well as worker inequality and insecurity more broadly. 
He has also written extensively about the employment problems of disadvantaged men, advancement 
prospects for the working poor, and workforce policy more broadly. 

His research on urban poverty and social policy has been funded by grants from the Gates 
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Foundation, Smith Richardson Foundation, Joyce Foundation, the U.S. Department of Health and 
Human Services, the Rockefeller and Ford Foundations, the Russell Sage Foundation, the Institute 
for Research on Poverty, the Upjohn Institute, the U.S. Department of Labor, the National Science 
Foundation, Ford Foundation, Mott Foundation, the MacArthur foundation and the Public Policy 
Institute of California. 

Professor Holzer teaches courses in statistical methods for program and policy evaluation at the 
Georgetown Public Policy Institute, as well as on anti-poverty policy and on labor market policy. In 
his past life at Michigan State, he has taught courses in labor market policy and institutions, poverty, 
and introductory macroeconomics. His other interests and activities include listening to jazz and 
reading politics/history. His wife Deborah is a clinical social worker and they have 3 daughters, aged 
20, 13 and 13. 

For working papers and published articles by Harry J. Holzer, use the following link: 

http://ideas.repec.org/e/pho 162.html 

For working papers, public testimonies and recent opinion pieces by Harry J. Holzer, use the 
following link: 

http://www.urban.org/ex pert.cfm ?ID= HarrvHolzer 
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ToM HucKER 
legislative District 20 
Monrgomery Counry 

Economic Mauers Cominltree 

House Chair 
Joim Committee on Federal Rehcions 

November 21, 2013 

Councilmember Marc Eirich 
Montgomery County Council 
100 Maryland Avenue 
Rockville, MD 20852 

Dear Councilmember Eirich, 

'The c5tfaryland House of "Delegates 
A"l'NAPOLIS, NiARYUND 2r4or 

The Maryland House of Deleg;ues 
6 Bladen Street, Room 210 

Annapolis, Maryland 21401 

3or-8;8-3474 · 410-841-3474 
800:492-7122 E<r. 3474 

Fax jm-858-3065 · 410-841-3065 

As you know, I represent Montgomery County on the House Economic Matters Committee, 
along with Deis. Barkley and Kramer. The proposed statewide living wage legislation is assigned 
to our committee each year. 

You had asked me what effect the proposed passage of a higher minimum wage in 
Montgomery County would have on the prospects for a minimum wage increase in Annapolis. It 
is abundantly clear that passage of a higher minimum wage in Montgomery County (and Prince 
George's County) will only increase the likelihood that the General Assembly will pass a 
statewide increase in the minimum wage, possibly significantly so. In no way will the passage of 
a higher minimum wage in Montgomery and/or Prince George's Counties hinder our efforts to 
pass statewide legislation. 

The suggestion that Montgomery County should wait until the passage of state legislation 
ignores all the history on this issue. The General Assembly has a long and undistinguished 
history of killing proposed legislation to increase the minimum wage, despite demonstrated 
support from overwhelming supermajorities of the public year after year. Powerful special 
interests have bottled up statewide minimum wage legislation nearly every year it has been 
introduced. Only once in Maryland's long history, in 2005-2006, has the General Assembly 
found the courage to raise the minimum wage, and that was due to unique political 
circumstances. In 2004, Progressive Maryland and I had led an extensive, three-year campaign 
which resulted in the General Assembly's passage of the nation's first statewide living wage 
law. The legislation was vetoed by then-Gov. Robert Ehrlich. Rather than override Gov. Ehrlich's 
veto of the living wage law, the leadership of the General Assembly decided during the interim 
to break with precedent and pass an increase in the minimum wage. (Despite the fact that the 
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increase was a modest $1.00, that bill was also vetoed by Gov. Ehrlich, and the General 
Assembly had to override that veto in 2006.) 

That was seven years ago, and the General Assembly has killed numerous bills to require a 
statewide increase in the minimum wage since then, including multiple bills by the current 
General Assembly. Rest assured, the same special interests that are now telling you that the 
minimum wage is a state issue that is best left to the General Assembly, will soon be testifying 
before my committee that the minimum wage is really a federal issue best established by 
Congress. 

No one is more hopeful than I am that we can change that history this year, but in no way 
should the Montgomery County Council be waiting for leadership on this issue from the 
General Assembly. Rather, the Montgomery County Council can provide some fairness for our 
constituents now, and help us pass statewide legislation in 2014, by passing your legislation 
without delay. Montgomery County should be a leader on this issue, as it has been on so many 
other important issues. The General Assembly would not have passed the statewide living wage 
law in 2004 and again in 2007 except for the fact that living wage laws were already working in 
Montgomery and Prince George's Counties, as well as Baltimore City. Montgomery County's 
strong and effective stormwater fee helped Sen. Raskin and I pass the landmark 2012 
stormwater law. And I could offer many other examples. 

On behalf of our shared constituents in District 20, thanks to you and cosponsors 
Council members Valerie Ervin and Nancy Navarro for bringing this important legislation before 
the Council. And thanks to County Executive Ike Leggett for announcing his support, as well as 
to HHS Committee Chair Councilmember George Leventhal for offering to move this legislation 
without delay. Such leadership from all of you makes me proud to live in Montgomery County. 

Sincerely, 

Tom Hucker 



Exclusions from the State Act 

The State Act does not apply to an individual who: 

• is employed in a capacity that the Commissioner defines, by regulation, to be 

administrative, executive, or professional; 

• is employed in a nonadministrative capacity at an organized camp, including a resident or 

day camp; 

• is under the age of 16 years and is employed no more than 20 hours in a week; 

• is employed as an outside salesman; is compensated on a commission basis; 

• is at least 62 years old and is employed no more than 25 hours in a week; 

• is a child, parent, spouse, or other member of the immediate family of the employer; 

• is employed in a motion picture or drive-in theater; is employed as part of the training in 

a special education program for emotionally, mentally, or physically handicapped 

students under a public school system; 

• is employed by an employer who is engaged in canning, freezing, packing, or first 

processing of perishable or seasonal fresh fruits, vegetables, or horticultural commodities, 

poultry, or seafood; 

• engages in the activities of a charitable, educational, not for profit, or religious 

organization if: 

(i) the service is provided gratuitously; and 

(ii) there is, in fact, no employer-employee relationship; or 

• is employed in a cafe, drive-in, drugstore, restaurant, tavern, or other similar 

establishment that: 

(i) sells food and drink for consumption on the premises; and 

(ii) has an annual gross income of$ 250,000 or less. 

• is employed in agriculture if, during each quarter of the preceding calendar year, the 

employer used no more than 500 agricultural-worker days; 

• is engaged principally in the range production oflivestock; or 



• is employed as a hand-harvest laborer and is paid on a piece-rate basis in an operation 

that, in the region of employment, has been and customarily and generally is recognized 

as having been paid on that basis, if: 

(i) the individual: 

1. commutes daily from the permanent residence of the individual 

to the farm where the individual is employed; and 

2. during the preceding calendar year, was employed in agriculture 

less than 13 weeks; or 

(ii) the individual: 

1. is under the age of 17; 

2. is employed on the same farm as a parent of the individual or a 

person standing in the place of the parent; and 

3. is paid at the same rate that an employee who is at least 17 years 

old is paid on the same farm. 
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Exclusions from the Federal Act 

The Federal Act does not apply to: 

• Executive, administrative, and professional employees (including teachers and academic 

administrative personnel in elementary and secondary schools), outside sales employees, 

and certain skilled computer professionals (as defined in the Department of Labor's 

regulations) 

• Employees of certain seasonal amusement or recreational establishments 

• Workers with disabilities 

• Employees of certain small newspapers 

• Switchboard operators of small telephone companies 

• Seamen employed on foreign vessels 

• Employees engaged in fishing operations 

• Employees engaged in newspaper delivery 

• Farm workers employed on small farms (i.e., those that used less than 500 "man-days" of 

farm labor in any calendar quarter of the preceding calendar year) 

• Casual babysitters 

• Persons employed as companions to the elderly or infirm 



NATIONAL RESTAURANT ASSOCIATION 

BACKGROUNDER: UNDERSTANDING TIPP D 

EMPLOYEES' AGES 

Congress has for decades defined "wages" under Section 203{m) of the Fair Labor Standards Act (FLSA) to include not just cash, but 

certain other credits and benefits that employees receive as a result of their employment, including tip income. 

Tip income is an important part of the wages and benefits employees receive due to employment. In fact, tip-earning employees can 

be among the industry's higher-earning employees, earning a median of $12 to $17 an hour in tips, according to recent National 

Restaurant Association research. Employees and employers pay taxes on those tipped wages. 

That's why section 203(m) of the FLSA lets employers apply a limited portion of the tip earnings employees receive because of their 

employment toward the employer's obligation to pay tipped employees the minimum wage. This is called taking a "tip credit." 

Employers may take a tip credit only under strict conditions. 

The FLSA's treatment of tips as wages is consistent with other federal laws. 

Federal tax law classifies tips as wages, and taxes employees and employers accordingly. 

• Employees owe income and FICA (Social Security and Medicare) taxes on their tip income. 

• The federal government considers all tips as wages for Social Security purposes. Employers pay Social Security taxes on the 

tips employees report, and tip income is included in the government's wage calculations for Social Security benefits. 

• The federal government considers all tips as wages for Medicare purposes, and requires employers to pay Medicare taxes 

on all reported tip income. 

• The federal government considers tips as wages for unemployment purposes, and requires employers to pay federal 

unemployment taxes on reported tip income. 

If an employee meets the definition of a "tipped employee," tip-credit law allows an employer to credit toward the required 

minimum wage rate some portion of the tips received by the employee and reported to the employer. 
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While state laws may vary, federal wage law currently permits employers to pay a tipped employee a minimum cash wage of at 

least $2.13 an hour and take a tip credit of up to $5.12 an hour (i.e., the difference between the $7.25 federal minimum wage and 

the $2.13 cash wage). 1 

If an employee's tips fall below the maximum permissible tip credit $5.12 an hour under federal law -- the employer is responsible 

for making up the difference by paying any additional cash wages needed to bring the employee up to the required minimum wage. 

Thus, a tipped employee will never be paid below the minimum wage. 

BOTTOM LINE: The law allows employers to pay tipped employees the required minimum wage through a wage that is in part an 

employer-paid cash wage and in part a tip credit. All tipped employees are guaranteed at least the minimum wage. Employers are 

required to ensure that the full minimum wage obligation is met. 

The FLSA provides strong protections to ensure that tipped employees never earn less than the applicable minimum wage. 

Employers must meet the following conditions in order to claim any tip credit: 

1. A tip credit can be taken only against the wages of employees who customarily and regularly receive at least $30 per month 

in tips. 

2. In cases where an employee's tip earnings fall below the maximum permissible tip credit, the employer is responsible for 

providing the cash wage necessary to bring the employee up to the minimum wage. 

3. The employer must notify the employee of the tip credit taken. 

4. Employees must be allowed to retain all of their tips, except where tip pools are allowed. 

5. Employers must have records documenting that employees earned tips in an amount at least equal to the tip credit 

claimed. 

1 
Some states go beyond federal law to require a higher minimum wage for all employees and/or a higher minimum cash wage for 

tipped employees, which must be followed by employers in those states. 
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MYTH #1: TIPPED EMPLOYEES ARE PAID A "SUBMINIMUM WAGE" OF $2.13 AN HOUR. 

FACT: There is no subminimum wage. The minimum wage for tipped employees is the exact same as the minimum wage for every 

other employee in America: $7.25 under federal law, or higher if state law requires. The employer must ensure that the tipped 

employee earns at least $7.25 an hour {or the applicable state wage), between the employee's tip earnings and the employer-paid 

cash wage. It is not legal for any employee in this country to earn only $2.13 per hour. Congress defines "wages" to include not just 

cash paid to employees, but also certain credits and benefits, including a certain amount of tips a tipped employee receives and 

voluntarily reports to his or her employer. 

MYTH #2: CUSTOMERS ARE SUBSIDIZING RESTAURANT EMPLOYEES' WAGES .. 

FACT: Restaurant employers invest in their businesses to provide the conditions that enable employees to earn tips. Congress 

created the tip-credit system and its safeguards for employees decades ago because lawmakers recognized that tipped employees 

receive tips due to the jobs their employers provide them. 

Tipped employees receive additional wages in the form of tips given to them by their employer's guests. This money is not given to 

other employees. That's why federal law treats tipped and non-tipped employees differently for wage purposes. The tip credit lets 

employers take tipped employees' special status into account for purposes of meeting the employer's obligation to pay these 

employees the minimum wage. 

MYTH#3! TIPPED EMPLOYEES EARN POVERTY-LEVEL WAGES 

FACT: Most tipped employees are far from minimum-wage earners. Server positions in restaurants provide opportunity, flexibility 

and, often, very competitive pay. Recent National Restaurant Association research shows that on a national level, restaurant servers 

earn a median hourly wage of between $16 and $22, counting both tips and employer-paid cash wages. Looking at tip income alone, 

entry-level servers earn a median of $12 an hour in tips, with more experienced servers earning a median of $17 an hour in tips, 

according to the research. NOTE: These figures represent overall averages; the hourly earnings of servers vary significantly based on 

the type of establishment and the average per-person check size. 

MYTH #4: EMPLOYER.S AB.USE.WAGE-AND-HOUR RULES WHEN T.H:EV PAY TIPPED EMPLOYEES. 

FACT: There will always be a few who violate any law imposed on citizens or companies. However, employers risk costly wage-and

hour lawsuits, significant back-pay requirements and stiff penalties if they take a tip credit without meeting all the legal 

requirements for doing so. Restaurant employers are not willing to break the law or jeopardize their businesses by failing to take the 

required steps for claiming a tip credit. The vast majority of restaurant operators follow the rules, designed as safeguards for tipped 

employees. These requirements include ensuring that tipped employees earn and report tips in an amount at least equal to the 

amount of the tip credit claimed, and that the employer has records to prove it. In cases where an employee's earnings fall below 

the maximum permissible tip credit, the employer is responsible for the cash wage necessary to meet the minimum wage. 
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